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The Bureau of Land Management (BLM) is responsible for the approval and supervi- 
sion of all oil and gas operations on Federal and Indian lands, with the exception of 
Osage Tribal lands. This responsibility includes inspection for compliance with Fed- 
eral requirements pertaining to drilling, production accountability, well plugging, 
environmental protection and safety. This responsibility also includes enforcement of 
those requirements and associated penalties, and investigation of suspected criminal 
activity. Criminal investigations are carried out under BLM's Law Enforcement Pro- 
gram. BLM's jurisdiction encompasses more than 23,000 Federal and Indian leases 
involving about 83,000 oil and gas wells which produced over 1 trillion cubic feet of 
natural gas and 156 million barrels of oil in 1988. Approximately 10% of the oil pro- 
duction and 11% of the gas production comes from 3788 producing Indian leases. In 
1989 BLM's staff of 117 field inspectors conducted some 12,225 production inspec- 
tions covering more than 75% of Indian oil production, 40% of Indian gas production, 
70% of Federal gas production and more than 40% of Federal oil production. BLM's 
inspection accomplishments also included more than 2500 inspections of drilling, 
abandonment and associated operations to protect public health and safety, the envi- 
ronment, and ensure proper development of Federal and Indian oil and gas resources. 


During the past two years, the Senate Select Committee on Indian Affairs, the Office 
of the Inspector General (OIG) and the General Accounting Office (GAO) have con- 
ducted separate investigations of BLM's Inspection and Enforcement Program with 
particular emphasis on production accountability responsibilities. These investigative 
bodies have been critical of the effectiveness of BLM's Inspection and Enforcement 
Program in ensuring that production from Federal and Indian lands is properly ac- 
counted for and accurately reported to the Government. Further, the Senate Commit- 
tee alleged that at least one purchaser of Indian oil has stolen a considerable amount of 
oil and that BLM has not taken adequate steps to detect or investigate such alleged 
thefts. 


In large part as a result of the preliminary findings of these investigations, BLM initi- 
ated a broad review of the Inspection and Enforcement Program with emphasis on 
production accountability and Indian trust responsibilities. This review entailed reas- 
sessments of BLM's enforcement authority, policy and guidance provided to field 
offices, internal controls, coordination with other agencies, and coordination with 
industry. The review confirmed that BLM has substantial legislative and regulatory 
authority and requirements in place to address the concerns of the various investiga- 





Executive Summary (Cont.) 


tive bodies. The review also revealed that, for the most part, BLM's Inspection and 
Enforcement workforce is adequately trained and experienced and is large enough to 
inspect all high production leases or those with a history of non-compliance annually 
as mandated by Congress. 


The investigations of the Senate, OIG and GAO as well as BLM's own program re- 
view raised several issues regarding BLM's Inspection and Enforcement Program, 
including the following: 


unclear criminal investigative authority on Indian lands; 

reliance on purchaser measurements of oil sales; 

poor coordination between Law Enforcement and Inspection & Enforcement 
personnel on theft reports; 

lack of designated contacts for theft reports; 

unidentified potential thefts by Koch Oil; 

insufficient checks on certain measurement actions; 

inadequate enforcement of environmental protection requirements; 
inadequate support and guidance to the field; 

inadequate technical expertise on the part of managers; 

ineffective coordination with other agencies on production accountability; 
ineffective coordination with industry on site security. 


To address these issues, BLM has taken or is pursuing the following actions which it 
believes will address the concerns raised by the various bodies, strengthen its program 
and improve service to the Indians: 


clarified the Bureau's investigative authority; 

initiated rulemaking actions to place more responsibility on operators to 
independently verify sales; 

established coordination procedures and guidelines for theft investigation and 
reporting; 

designated contacts and notified Indian tribes and allottees; 

intensified oversight of Koch Oil; 

initiated revisions to its inspection and enforcement strategy; 

increased support to the field; 

developing technical training for managers; 
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¢ developing training for personnel inspecting for environmental compliance; 

¢ developed an inter-agency memorandum of understanding and steering com- 
mittee; 

¢ developing an Indian outreach program; and 

¢ developing cooperative actions with industy. 


The inspection and enforcement functions for oil and gas operations on Federal and 
Indian lands were transferred to BLM from the Minerals Management Service (MMS) 
in 1982. BLM believes that the reasons for that transfer are still valid. Specifically, 
1) the inspection and enforcement function is integral to BLM's multiple use and re- 
source protection decisions; 2) the Inspection and Enforcement function is an integral 
and interdependent part of the oversight of oil and gas operations and cannot be effi- 
ciently separated; and 3) retaining all operations and resource oversight functions in a 
single agency streamlines interagency management relationships and provides better 
service to the public and the Indians. 


For these reasons, BLM does not support the recommendation of the Senate Investiga- 
tive Committee that BLM's inspection and enforcement functions on Indian lands be 
returned to the Minerals Management Service. 
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A. Program Objectives and Responsibilities 


BLM is responsible for the oversight of oil and gas operations on Federal and Indian 
lands with the exception of Osage Tribal lands. The objectives of the oil and gas 
oversight program are to protect the environment, public health, and public safety; to 
ensure that the public's oil and gas resources are properly developed in a manner that 
maximizes recovery while minimizing waste; and to ensure the proper accounting of 
all production from Federal and Indian lands. 


This responsibility includes inspection of oil and gas operations to determine compli- 
ance with applicable statutes, regulations, operating orders, lease terms and permit 
conditions pertaining to drilling, production, well plugging and abandonment, and 
other requirements related to lease administration. BLM inspectors have broad re- 
sponsibilities and authority with respect to safety, protection of the environment, 
proper disposition of production, accurate reporting of production and adequate lease 
site security. 


When inspectors identify noncompliance, they initiate enforcement actions. BLM is 
authorized to use a number of enforcement tools to ensure compliance, e.g., imposing 
assessments or civil penalties, ordering a shut-down of operations, and cancelling 
leases. Operators are provided opportunity to appeal penalty actions taken against 
them. Where criminal actions are suspected, BLM law enforcement special agents 
and rangers conduct investigations and seek prosecution when appropriate. 


The BLM and the Minerals Management Service (MMS) both play key roles in ensur- 
ing that oil and gas production is properly accounted for and all royalties due on that 
production are collected and disbursed to the Treasury, the States and the Indians as 
appropriate. BLM has the responsibility to verify in the field that production meas- 
ured and reported is correct, and MMS has the responsibility to ensure that proper 
royalties are paid on all sales of that production. BLM, MMS and the Bureau of In- 
dian Affairs (BIA) work cooperatively under a Memorandum of Understanding to 
share information and ensure coordination of operations. The graph at the top of the 
next page shows the number of oil and gas producing leases under BLM's jurisdiction. 
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Figure 1 


Federal and Indian Oil and Gas Producing Leases 
Under BLM Jurisdiction 
FY 1989 


3,788 Indian Leases 


19,434 Federal Leases 





B. Inspection and Enforcement Authority 


BLM's basic inspection and enforcement authority for oil and gas operations on Fed- 
eral lands derives from the Mineral Leasing Act of 1920, as amended, and the Federal 
Oil and Gas Royalty Management Act of 1982 (FOGRMA). The implementing regu- 
lations are contained at 43 CFR Part 3160. Onshore Oil and Gas Orders and Notices 
to Lessees provide specific operational standards for industry, including Order No. 1, 
Approvals; Order No. 2, Drilling Operations; Order No. 3, Site Security; Order No. 4, 
Oil Measurement; Order No. 5, Gas Measurement; NTL-2b, Disposal of Produced 
Water; and NTL-4-A, Waste Prevention and Beneficial Use. Orders 3, 4, and 5 were 
initiated in 1986 and issued as final rules February 24, 1989. Authority for Inspection 
and Enforcement on allotted Indian lands is derived from the Indian Mineral Leasing 
Act of 1909 and for Tribal lands from the Indian Mineral Leasing Act of 1938. The 
associated regulations are contained in 25 CFR 211 and 212. In addition, FOGRMA 
gave the Secretary criminal investigative authority relating to oil and gas operations 
on Indian lands. This authority was delegated to the Bureau of Land Mangement in 
December 1982. 
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C. Program Description 
1. Inspections 
a. BLM Responsibilities 


BLM is responsible for inspecting oil and gas operations on 23,222 producing leases 
containing 83,344 operational wells which includes producible wells (i.e., those pro- 
ducing or capable of producing), and all other wells which have not yet been perma- 
nently sealed with cement and reclaimed. Of these, 3,788 leases and 8,905 produc- 
ible wells are located on Indian lands. During FY 1989, Indian wells produced 17 
million barrels of oil and 103 billion cubic feet of gas. Federal wells produced 139 
million barrels of oil and 902 billion cubic feet of gas. 


Table 1 


FY 1989 Production of 
Federal and Indian Oil and Gas Wells 
under BLM Jurisdiction 


Producing Producible Gas Oil 
Leases Wells Production Production 


19,434 55,300 902 billion 139 million 
cubic feet barrels 


103 billion 17 million 
cubic feet barrels 
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b. Inspection Types 


An inspection is an onsite technical analysis of an oil and gas drilling, production or 
well plugging and abandonment operation. It includes examination of heavy equip- 

_ ment, analysis of industrial processes and evaluation of procedures and computations 
for the measurement of oil or gas. It is a complicated process involving numerous 
technical and regulatory factors which requires the inspector to have a thorough 
knowledge of oil field operations, standard operating practices and regulations and 
policies governing the conduct of those operations on Federal and Indian lands, such 
as environmental protection standards. During FY 1989, 117 inspectors carried out 
BLM's responsibilities on Federal and Indian lands. Following is a brief description 
of the major types of inspections: 
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Drilling Inspections are conducted to ensure that the operator complies with 
the terms and conditions of the lease contract and BLM approved drilling per- 
mit. They include an examination of the following: 


1 


a 





Operation of equipment to prevent well blowouts (gushers, oil well 
fires), to ensure environmental protection and public safety. 

Placement and cementing of well casing to ensure protection of 
groundwater, other mineral resources as well as the environment. 
Adequacy of the drilling mud program and system to ensure well con- 
trol, protection of the oil reservoir and poison gas safety. 

Operation of well testing equipment to ensure public safety. 

Surface use as approved for environmental protection. 

Set up and operation of all other equipment required for safe drilling 
operations. 

Environmental protection measures, e.g., prevention and clean-up of oil 
spills, disposal of produced water, construction of water pits and sumps, 
disposal of trash, implementation of wildlife, cultural resource, and 
vegetative protection measures. 
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Well Abandonment Inspections for both unsuccessful drilling operations and 
depleted producing wells are conducted to ensure that the operator complies 
with requirements to restore the well site and properly seal the well with cement 
as approved by BLM. They cover the following: 


e Placement and integrity of cement plugs to ensure protection of the 
ground water, mineral resources and the surface and subsurface envi- 
ronment. 

¢ Site reclamation for environmental protection, including: 

e removal of structures, equipment and trash; 

¢ backfilling and reclamation of pits; 

¢ permanent disposal of drilling and other wastes; 
e grading and recontouring of the site; 

¢ reseeding of the site with approved vegetation; 
° monitoring to ensure reseeding occurs. 





Production Inspections are conducted to ensure that the oil or gas is properly 

handled and treated and the storage facility and/or piping is secure, to identify 

any potential thefts, and to verify that the oil or gas is accurately measured and 
properly reported. The inspector examines the following: 


Production handling and storage equipment to ensure that the product is 
properly treated and prepared for sales as well as for site security compliance. 
Site security to ensure seals are in place and proper records are kept. 
Operator reporting for accuracy and completeness including verification of 
production volumes reported. 

The testing of oil and gas meters and testing reports to ensure accuracy 
within approved tolerances. 

Production measurement procedures and equipment (including independent 
measurement by the inspector). 

Surface use as approved for environmental protection, e.g. prevention and 
clean-up of oil spills, disposal of produced water, construction of water pits 
and sumps, disposal of trash, implementation of wildlife protection measures. 


12 


Bast agen moto 


bae snniierse 0 vittinb to 






ae ae bi if 
‘ | 
- 
ae Fale a 










rs rh" i oa 
hat sr ; 
adifccn 08 sora nll bans is 


tiroen94 citi Low calt lee wig 









a. 7 







mT mu 
oe. SV GD \ 
_ 7 : 

ie ney 
Sy 20 Ou soit sey & ahiig inom 
. ‘ vf : .* 3 

‘vires sontig ech be of sols ab bob eso 







4 
a 



























; 
o 
mi 





i 


7, 
ni .aohisame ety finite client 
: a eed Lurk Wey yo acranicantd Ye 
- “4 De mutgeanasan } bax gat 

eManw role bi qsril heb ty iseogaib i 

‘ATE ty geingenmionss bey 

a cit otie auly Yo ror 
‘Uo anibeoese owt of gnitoiianet 


: 16g 10 Lid Sei) bork omen of. bags tayo ms enoltesepnl noltoaho’ 
Cuinehi ot uwose et gaia toons yillion} ghtise sit bie boson baat 9) ne 
is bywanen Yislenioes ai Ag Io at 1S 07 bau ,2F = genie 

grtwoJol oft 2onhase orden at se ataiioh i 


suborg 90 tel ouees 6 eeggupe sa ban aint ons, 

1170 ylheuoee Sie wl am Cw YBa eal 3 Langone a al haqany 
Kj92 Fai zircon yoqery be nei { Gh 4 alsctn snag ot ings 

iO Modo isy pabul ot teen ACTION, Sia PORTION rs 
; ay Dai is 

{IS W398 Sues OF Sfore; wining } bien. wastoat 

i a Seas 2 

‘ere oe 


urabriedabed a ee itis agtope Lima ag 


heus moaingy sng a wih 
eq TauAW Te 101 


By 


sah ace ae 













Sample Inspection 
Following is a representative list of tasks that an inspector performs for an inspection of pro- 
duction operations where oil is stored in tanks. 


Review lease and permit approvals, operation status, and results of last inspection. 


Verify that oil cannot be diverted without being measured and ensure that valves 
are sealed with numbered seals and that operator seal records are accurate and 
current. This involves an examination of the plumbing and valves of one to many 
wells from the wellhead through oil heater-treaters and separators to the storage 
tank to the point where the oil is transferred to a truck or pipeline. 


Verify that wellhead, pumps, pipelines, valves, gauges, meters, heater-treaters, 
separators and storage tanks are in good condition and safely operating. 


Measure the oil in the tanks. This involves the following: 

¢ sampling the oil to determine the amount of water and impu- 
rities; 

¢ lowering a plumb bob and tape into the tank to measure the 
top of the oil before and after the sale; 

e measuring the temperature and gravity of the oil; 

¢ calculating the volume of 011 which has been sold; 

° comparing the results with the producer's/purchaser's record. 


Examine operations for conformance with environmental standards and condi- 
tions of approval, e.g., prevention and clean-up of oil spills, disposal of produced 
water, construction of water pits and sumps, disposal of trash, implementation of 
wildlife protection measures, watching for oil spills, environmental damage or 
unapproved operations, 


Examine and evalute the producer's and purchaser's measurement equipment, 
procedures, and volume calculations to ensure conformance with Federal stan- 
dards. 


Determine corrective actions required to remedy any problems. This involves 
assessing the seriousness of the violation, assessing the need for a Notice of Non- 
Compliance, determining if immediate assessments or penalties or a shut-down of 
operations is required, and establishing the abatement period. 


Follow up in the office with documentation of the inspection and any written 
notices to the operator. Also, compare operator field records with production 
reported to the MMS and investigate any discrepancies. 
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c. Inspection Priorities 
Inspection priorities are based on the following criteria: 
potential for the greatest revenue loss to the government or the Indians; 
potential for damage to the environment; 
potential threat to public health and safety; 


and potential for violations based on the operator's past performance. 


Inspection priorities are outlined in BLM's nationwide inspection and enforcement 
strategy which provides guidance to the field offices. Field managers can plan the 
utilization of their inspector resources to ensure that the operations which pose the 
most serious threats to the interests of the government and Indians are inspected. Ifa 
producing lease is rated as high priority based on production, it is inspected at least 
annually. All other high priority inspections, such as drilling or abandonment are con- 
ducted as those operations occur. Low priority inspection producing leases are in- 
spected once every three years. 


In Fiscal Year 1989, BLM's workforce of 117 oil and gas inspectors performed 
12,225 production inspections on Federal and Indian leases. Those inspections cov- 
ered oil and gas operations responsible for 55% of the total oil and gas production on 
Federal and Indian lands during the year. Over a three year period, all operations 
responsible for the total Federal and Indian oil and gas production are inspected at 
least once. Figure 2 on the following page shows the breakdown by oil and gas. 
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c. Inspection Priorities 
(Continued) 


Percentage of Total Production (FY 1989) 





Figure 2 


Production of Inspected Operations 
As Percentage of Total Production on 
Federal and Indian Lands (FY 1989) 





Federal Oil Indian Gas Indian Oil 


Production of BLM Inspected Operations 
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d. Additional Information on Production Inspections 


Although only one of the types of inspections, production inspections are a high prior- 
ity. The following additional detail describes those types of inspections. 


Measurement Actions 


Produced oil is sometimes stored temporarily on the lease site in storage tanks where 
it is measured manually by a method known as tank gauging, then trucked from the 
site. More often it is pumped into a pipeline and measured by meters. Gas is always 
measured through meters. Nearly 55,000 such tanks and meters are located on lease 
sites under BLM jurisdiction (25,000 storage tanks, 1,400 oil meters and 28,000 gas 
meters). Of these, approximately 5,000 tanks, 300 oil meters and 1,700 gas meters are 
located on Indian lands. Hand measurements must be taken by industry each time a 
sales shipment occurs where oil is transported by truck. Oil meters must be tested for 
accuracy by the operator every three months and gas meters must be periodically 
calibrated for accuracy. An estimated 369,000 measurement actions and meter 
accuracy Verifications are conducted by industry on Federal and Indian leases 
each year. Approximately 60,000 of these actions occur on Indian lands. These 
measurement actions generate a total of nearly 1 million oil and gas measure- 
ment records each year. 


Table 2 





Equipment Total Indian 
Gas Meters 28,000 1,700 


Oil Meters 1,400 300 


Storage Tanks 25,000 5,000 


Total 55,000 7,000 
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d. Additional Information on Production Inspections 
(continued) 


Classification Levels for Production Inspections 
Producing lease inspections are classified into three levels. 


The Level One Inspection is designed to identify whether production is being prop- 
erly handled, measured, and reported and whether company records verify BLM's 
independent observations. 


The Level Two Inspection is performed as a followup to problems or concerns identi- 
fied in Level One inspections and usually involves a more intense examination of a 
procedure or operating practice that is the suspected source of the problem or concern. 
For example, it may involve witnessing a subsequent tank gauging or the calibration 
of a gas meter. Such inspections may also be initiated in response to problems identi- 
fied by some other source such as MMS in a situation in which the sales report does 
not reconcile with the production report. 


The Level Three Inspection is a very detailed and labor intensive production verifi- 
cation inspection. This type of inspection is designed for cases where there is reason 
to suspect significant production loss due to mishandling of oil or gas production as 
identified through a Level I or II inspection. The inspection is conducted over an 
entire production period, usually 30 days in duration. A BLM inspector witnesses or 
independently measures each and every shipment of oil from the lease during that 
period, which requires substantial use of inspector resources. 


Additionally, BLM inspectors witness individual meter testing and measurement 
actions on a spot check basis, as part of its efforts to ensure production accountability. 


Record Reviews 


In addition to field inspections, BLM's inspection staff performs document reviews to 
evaluate production accountability. BLM inspectors compare producer and purchaser 
measurement records with reported production. They also review volume calculations 
from meter information provided by industry. An estimated one million volume cal- 
culations are made by industry annually for production on Federal and Indian lands. 
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d. Additional Information on Production Inspections 
(Continued) 


One of the many factors of concern to the inspector when conducting a production 
inspection is the identification of possible theft of oil and gas resources. There are 
basically two types of theft, which require different techniques to identify. 


Physical thefts 


Physical theft is the unauthorized removal of oil, gas, or gas condensate from the lease 
through the production facility plumbing valves or through production lines which 
have been installed to bypass production meters allowing that portion of the produc- 
tion to be removed without measurement. BLM requirements address these potential 
sources of theft. Valves must have numbered seals that must be broken in order to 
operate the valve. The operator is required to maintain records of the seals so that 
BLM inspectors can identify through a broken or improperly numbered seal if a valve 
has been improperly accessed. BLM inspectors also check production lines for the 
existence of any illegal bypasses around measuring devices. 


Falsification of Records 


While physical theft is a potential problem, both the industry and BLM recognize that 
in relative terms, a more serious potential problem lies with what is sometimes re- 
ferred to as "sophisticated theft". So-called "sophisticated theft" is the manipulation 
and/or falsification of sales and/or production reports to show that less product was 
produced or purchased than was actually the case. A major factor affecting the identi- 
fication and investigation of suspected records falsification is the requirement for 
close coordination and cooperation between the BLM and MMS in integrating their 
respective roles in production and royalty accountability. The review and comparison 
of production and sales reports by MMS cannot be used alone to identify suspected 
theft. The production reports must be compared with independently measured produc- 
tion and run tickets verified by BLM on the ground. 
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2. Enforcement 


BLM has authority to use a number of enforcement tools to ensure compliance with 
legislative and regulatory requirements for environmental protection, public health 
and safety, production accountability and resource recovery. These are discussed 
below: 


a. Immediate Enforcement Actions 


Certain instances of noncompliance are of such a serious nature as to warrant the 
imposition of immediate monetary fines (i.e., assessments) upon discovery. BLM has 
authority, in these instances, to impose immediate assessments of $500 per violation 
per day up to $5,000. The following violations result in automatic assessments: un- 
approved drilling or surface disturbance, failure to install well control equipment, and 
failure to obtain approval prior to well abandonment. In addition, immediate shut-in 
of operations may be required where operations have been commenced without ap- 
proval, or where operations could result in immediate, substantial, and adverse im- 
pacts on public health and safety, the environment, production accountability, or roy- 
alty income. Also, BLM has the authority to charge an operator for actual loss of or 
damage to Federal or Indian resources or improvements, or to have the operator cor- 
rect the violation or damage at the sole risk and expense of the operator plus 25% for 
BLM administrative costs. 


b. Notice of Non-Compliance and Abatement Period 


When inspections identify non-compliance with other requirements which are not of 
such a serious nature as to warrant immediate enforcement action, the regulations pro- 
vide for formal notice to the operator of the noncompliance and a period established 
for abatement of the violations. If that violation is not corrected within the abatement 
period, a monetary assessment of $500 is levied for each day the violation continues 
for major violations, or a one time assessment of $250 is levied for minor violations. 


c. Civil Penalties 


If a major violation continues uncorrected for 20 days past the abatement date, the 
lessee is liable for civil penalties of up to $500 per day per violation from the date of 
the notice of the violation. If the violation continues uncorrected for 40 days beyond 
the specified abatement date, the lessee is liable for a civil penalty of up to $5,000 per 
day per violation not to exceed 60 days from the date of notice. A similar penalty 
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system with lower dollar amounts imposed is utilized for minor violations after a 
second chance to correct the violation. In addition to the penalties listed above, any 
person may be liable for a penalty of up to $10,000 per day if he refuses to permit 
lawful entry for inspection or if he knowingly or willfully fails to notify the Bureau by 
the fifth day after production has begun. Any person who knowingly and willfully 
commits the following acts is liable for a penalty of up to $25,000 per day not to 
exceed 20 days: prepares or submits false, inaccurate or misleading reports; takes, 
removes, transports, uses or diverts oil or gas without valid legal authority; or pur- 
chases, accepts or conveys to another any oil or gas that is known or suspected to be 
stolen. 


d. Criminal Penalties 


Persons committing acts found in the above two paragraphs upon conviction are also 
subject to criminal penalties which can be a fine of not more than $50,000 or two 
years imprisonment or both. 


e. Bond Forfeiture 


Prior to the commencement of surface disturbing activities related to drilling opera- 
tions on Federal lands, a surety or personal bond (typically in the amount of $10,000 
per lease) must be provided. The bond is conditioned upon compliance with all of the 
terms and conditions of the lease. The bond applies to such items as plugging of wells 
and reclamation of disturbed lands, payment of Federal royalties and payment of any 
assessment or civil penalties levied by BLM. When necessary for compliance, the 
bond is forfeited, but only after the insured and the surety, in the case of surety bonds, 
has been provided a reasonable period of time to take corrective action. For Indian 
lands a bond is required upon lease issuance. 


f. Lease Cancellation 


Lease cancellation proceedings for non-producing leases may be initiated for opera- 
tional violations, after the lessee has been notified that a violation is continuing be- 
yond the 60-day or 20-day maximum period provided for in the regulations. The 60- 
day maximum is for the typical operating violations while the 20-day maximum is for 
failing to permit lawful Federal entry or inspection of the leasehold, knowingly failing 
to notify BLM of the first lease production, preparing false reports or for stealing or 
accepting stolen oil. 


20 


























| tam 99 oneoeut ont re 
vd weetad oul Vaistier ov afta ‘i ut 

etlutilive br 8 ylgnte sy P tiie at ee 

2) atte a yah 18 on J qu tougloneg ‘edevmaie: 

. vesler neg anibe nite Swan ae Te ~— 0 25 

_ at f 
120 ibroricn legal | hi Tay myott hw bsg w io @ vid Te 
od at bsrpaqene vo sevipiel # rad acy 10 path sch aera G 
. oy Lie... 


_=@ 7 = 
i) 4 
ry 


{cos polluivios noou aframmee owl soode ad ri bro ata 
ow? 10 (AN).042 rend dior joa 16 ahd] 8a Ma feskihey ‘ arti 
hod 01 1 


"i590 eae f dulerr 2a0ks Srila a ar ce Ce AuUSaS: nee t 707) 

UU Vig a SOO St M Vis hie Um) MALIOE TO TO Virtue a ‘onl Ie : “ oa 
ito ifs rtiw consilgraos nogs beadi “i bnod ofl .bobive iq od 1 ahs 1 
tow to griggulq an geals roce of sen aha ve sf saei 2 40 bo encintbs noo bas & {rts 
vote To aetyat a poltha ion igiebel to Insane mt aheial | bischnitb to 16 ite i nig of 
ofl: sonsiiqnaos wil yuizeooor nad MR yd Bebwat eokilntrey a 
hood yee To seep ont a visi at hin hetapenh uy TS9t8 ihe | ud 
gibol wa does avitsenag aan of wot lo baking esa bao 


cetayent snot aonu beri ti 
| | Orie : i kee 
ay 7 ; is Pe we 
7 4 Sih | . 
rsq0 10) Homsvini sd yam sonal + ay Sp . 
% otal sniiniNe a: ROlilOl B portions ethos 
DOSKT euoiieliss plete boi : iq buns 


: <0 sa 
WOE 8h PetM eae Ken nb-O8' bagi yotrdely gr 

, a3 ’ a hs re . ~*~ , 
qniliat ygaiwond uted pisoseyan es ep 
ai a sol 29 aft “eels i uct npitberty 


. ae ae rae’ j * 


. ee ‘ ts | 


parr 






5 oa 





If the leasehold contains a well capable of producing in paying quantities or is covered 
by an approved agreement which provides for such a well, the lease may be cancelled 
only by judicial proceedings. 


g. Appeal Rights 
Any party adversely affected by a notice, order or decision of a BLM officer may re- 
quest an administrative review before the BLM State Director. Any party adversely 


affected by a decision of the State Director may appeal that decision to the Interior 
Board of Land Appeals. 
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A number of factors provided the impetus for BLM to evaluate its oil and gas over- 
sight program with respect to the enforcement of standards, requirements for produc- 
tion accountability, and priority for Indian lands. 


These include investigations and findings of a Senate investigative committee, the 
Office of the Inspector General (OIG) and the General Accounting Office (GAO) as 
well as BLM's own internal reviews. The investigations conducted by the Senate, 
OIG and GAO and their findings are summarized below. 


BLM will soon complete an organizational study of the law enforcement program. 
Among other factors, this review was prompted by the findings of the Senate Commit- 
tee and the Inspector General. The review is assessing the placement of the program 
within BLM's organizational structure, how well it currently works, and is developing 
any needed recommendations for improvement. BLM will release the results of the 
study by mid year. 


A. Senate Investigation of Federal Government Activities on Indian Lands 


In February 1988 the Special Committee on Investigations of the Select Committee 
on Indian Affairs initiated a comprehensive investigation into the Federal Govern- 
ment’s relationship with American Indians. The Special Committee on Investigations 
was charged with reviewing natural resources management activities, including roy- 
alty management, as well as contracting, facilities management, accounting and fi- 
nance, health programs, housing, law enforcement and other activities. With respect 
to the Bureau of Land Management, the Committee’s investigation focused on BLM's 
detection and prevention of oil and gas theft on Indian lands. BLM testified before the 
Committee on May 8, 1989, and provided reports to the Committee following that 
hearing. In November 1989 the Committee issued a Final Report and Legislative Rec- 
ommendations. 


In its November 1989 report the Committee found that the Department of the Interior 
had not adequately protected the interests of the Indians by failing to prevent oil and 
gas thefts. The Committee's findings focused primarily on potential thefts by Koch 
Oil. The Committee's investigation pointed to possible mismeasurement and fraudu- 
lent reporting by Koch field representatives of the amount of crude oil purchased from 
the Indians at lease sites. 


The Committee charged that BLM has not taken adequate steps to detect theft and to 
report suspected theft to appropriate law enforcement officials. 
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B. GAO and OIG Investigations 


The OIG and the GAO have also conducted investigations of BLM's Inspection and 
Enforcement Program during the past year. A draft report on the GAO investigation 
finds that BLM does not fully verify production, that management controls are inade- 
quate and that interagency cooperation is inadequate. The OIG in its final report of 
November 1989 raised concerns about BLM's ability to ensure that actual production 
quantities were being accurately reported to the BLM. It found that BLM needs to 
conduct more verifications and comparisons of quantities of oil and gas documented 
on run tickets and gas charts with quantities reported to MMS. OIG also found that 
BLM needs to improve consistency in the levying of assessments, penalties and other 
enforcement actions for non-compliance with environmental protection requirements. 
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As a result of its program review, BLM has developed or is pursuing specific initia- 
tives in a number of areas which are intended to strengthen the inspection and enforce- 
ment program and improve service to the Indians. 


Following is a discussion of the actions being taken by BLM to improve its inspection 
and enforcement program and an explanation of the issues which these actions are 
intended to address. (Listed behind each item is the organization that identified the 
problem, i.e., Senate Select Committee, Inspector General, GAO, BLM.) 
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A. Enforcement Authority 





_ BLM's basic law enforcement authority for Federal lands is derived from the Federal 

_ Land Policy Management Act of 1976. However, the Act specifically excluded Indian 
lands. The Federal Oil and Gas Royalty Management Act of 1982 gave the Secretary 
criminal investigative authority on Indian lands for oil and gas operations. However, 
until recently, BLM did not interpret the Secretarial delegation of authority pursuant to 
the merger of the onshore oil and gas functions into BLM to include law enforcement 
authority on Indian lands. 





BLM initiated a revision to the Departmental Manual to make it clear that BLM has 
criminal investigation authority on Indian lands for oil and gas operations. The revi- 
sion was approved in August 1989. All state offices have been made aware of that 
authority and have been instructed to use it where appropriate. This modification 
should eliminate confusion over which agency should conduct criminal investigations 
for Indian oil and gas activities, and permit faster response to suspected theft on 
Indian lands. 
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A. Enforcement Authority (Continued) 





In some cases where low oil volumes are being produced, producers allow purchasers 
to measure and load oil on leases with storage tanks without the producer being pres- 
ent. Since producers accept the purchasers' measurements without verification, the 
BLM, in turn, must accept the purchasers' numbers. This practice can lead to discrep- 
ancies between measured and reported production resulting in over or underpayment 
of royalties. 






y tors to inde- 


or BLM review. — 





BLM is drafting a revision to Onshore Order No. 3, Site Security, to specify the re- 
quirements for self-inspection including regular measurement by the producer of lease 
production and maintenance of measurement records by the oil and gas industry. This 
should result in the following benefits: 


¢ eliminate BLM's reliance on purchaser measurements; 

¢ provide a measurement against which the purchaser's measurement can be 
compared; 

¢ place greater responsibility with the operator; 

¢ ensure timely identification of potential mismeasurement and implementation 
of corrective action; 

° provide a paper trail for investigation and prosecution. 
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B. Policy and Guidance to Field Offices 





Until recently BLM did not interpret the Secretarial delegation of authority to include 
criminal investigative authority on Indian lands. Consequently, coordination between 
BLM I&E and LE staff, especially for suspected criminal activity on Indian lands, has 
been limited and inconsistent. As indicated above, BLM's authority was clarified by 
an August 4, 1989, amendment to the Department Manual. 





In March 1989 BLM appointed a task force on coordination between the inspection 
and enforcement and law enforcement staffs. The task force group was composed of 
BLM management, inspection and enforcement and law enforcement personnel. The 
task force report with recommendations was issued as internal instructions December 
1, 1989. The instructions require, among other things, cross-training of inspection and 
enforcement and law enforcement personnel in the field offices and increased interac- 
tion and coordination between the two groups. 


A document titled "Oil and Gas Theft Reporting Guidelines and Format" was com- 
pleted and sent to the field offices with instructions for use in December 1989. It pro- 
vides detailed procedures for field offices to follow when known or suspected theft or 
fraud has occurred and a format for documenting details of the theft or fraud. 


BLM, through its Farmington, New Mexico Resource Area Office is developing an 
automated tracking system for theft reporting. Data from theft reports and subsequent 
action taken by the BLM will be entered into a database. This will allow BLM to 
track the status of each theft and identify problem leases or geographic areas. Once 
developed, the system will be evaluated and if appropriate distributed BLM-wide. 


These measures should ensure 
¢ improved coordination between I&E and LE personnel; 
¢ timely follow-up of reported theft; 
* standardized documentation for more effective prosecution of cases. 


ZY 































Cd ol ea 
Ria see gents ae 


ne wh ; : 
ee A TS HE ah Utama 
% pg : ae er kp aN 
"es pos ewe cw Se canine Fe Soha | f i 
fl \ Ss 


May: 
Ww al bre (AA Yir9hi Puls 
i 
cia: TAC) ds 5 ar a 


sbufoni of eiirortue To pitthalab sinabenog-ovtt 1 ir 
neswisd solismibioos yeasap sen D aban raibal ap wiiod 
2iyl ROHR A isihal a0 yi! i 18 Benigno bent Pete rab eet ne 


rd batnala saw UIs % eat avod da _ halts a a y nwa ' 





ae 





rah 


gaa Dew fal ‘ingle wen font at zenitabi 
| er fo ; i snadtellcioten 3 te 


why fi | i Bee 


ercied TTA Sm fro} ne Horembroots fu aut Y trgt & Sinise oq ae 
to bdaodunod 28 quony sarot dear oT aiieae dba song TiN Ww pig hi nb: 
AT Joonenad Homo ine wal ben Ineataoine brs yoendaicte Socios aan 
giro) ‘oottouten Laren ze fratael eh HH i nari Oat Div fi 
Le nepdoasamn 26 eeiirtiet)-aaKire ee sts" . mi air Te este mn canton a $oX et a 
win bareeeor Die esdlie fart oii lr Lapin tag inemsnotay we! Drte In 1 
| put veh ont oicgonitins noite: % et te! Bese ' 
169 enw “Ines pia es babi) gn insu Pisdt ast O has ew poli tr nis ni 2 
ofl BO! redensistt an Tod erROnouraae Me ies wad heb bioit = i vignde 8 bas D318 
ro Port bats Apzie 19% Won na ftir woltent of esalite bigit wit aan sq balis SF 
usit 20 fisell alt te aliases ; getianmegab pei wwmot ae bar 990 26! uy 
‘ : ae a ; et a Ape pe ¥ 
rh griqotsve » at sof oth ooty menace bth rari 
eis) ae Ee bos aroqet | lott on amet : t 
on Mie woulls Hiw eur Rotor 
son) easy aisiges g078 10: woes! Tro 14 
abi ve- Mit bait divest iagonG 





B. Policy and Guidance to Field Offices (Continued) 








Indian lessors do not have a specific contact within the BLM to report known or sus- 
pected thefts of oil from their lands. 





Instructions to the field offices dated September 1, 1989, requires field offices to con- 
tact all Tribes and allottees and provide them with a specific BLM contact for report- 
ing known or suspected thefts of oil from their lands. BLM is in the process of notify- 
ing 34 tribes and 27,000 allottees. 
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B. Policy and Guidance to Field Offices (Continued) 





The Senate Committee alleged that Koch Oil has been mismeasuring and misreporting 
oil and gas production from Indian leases in Oklahoma; the alleged thefts uncovered 
by the Committee were not previously identified by BLM. (The Senate investigative 
findings have been forwarded to the U.S. Department of Justice and the U.S. Attorney 
in Oklahoma for action.) 





Increased inspections 


BLM, with the assistance of the MMS, identified all Federal and Indian leases for 
which Koch is an operator, a purchaser of oil or gas, a payor of royalty, or an interest 
holder. A total of 917 leases and agreements with Koch involvement were identified 
nationwide. BLM issued instructions to its field offices on June 16, 1989, to prioritize 
and increase the number of inspections of Koch leases under its jurisdiction. Specifi- 
cally, field offices were directed to complete all high priority lease inspections for 
leases where Koch was involved as soon as possible and give top priority response to 
MMS exception reports for Koch leases. A total of 460 inspection activities were 
performed on leases and agreements with Koch involvement, some before and some 
after the Senate investigation. 
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B. Policy and Guidance to Field Offices (continued) 


Koch Oil issue (continued) 


Independent Gaugings of Koch Sales 


BLM conducted independent gaugings on at least one shipment of oil from 25% of 
leases with Koch involvement. Only 3 minor production accountability discrepan- 
cies in Koch's current measurement activities were identified as a result of these in- 


dependent gaugings. 


Record Reviews 


In addition, BLM randomly selected 42 leases with Koch involvement and compared 
purchaser and producer measurement records with production reported to MMS fora 
period prior to the hearings, but still during the Committee investigation. This record 
review revealed no discrepancies or irregularities in production accountability for the 
period reviewed. 
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B. Policy and Guidance to Field Offices (Continued) 





The OIG found that some lease operators were negligent regarding environmental 
protection and that this was due in part to inconsistent implementation of enforcement 
actions by BLM field offices. The OIG states that this negligence has resulted in 
environmental damage and threats to public health and safety. 





BLM is developing a standardized training program for personnel who conduct envi- 
ronmental inspections for oil and gas operations. A new course is being developed at 
the Phoenix Training Center as well as on the job training instruction. All personnel 
conducting such inspections will be required to meet the standards of the training. 
This training program will help ensure consistent application of environmental re- 
quirements. 


The State Offices are implementing more aggressive State level program oversight 
through use of Technical and Procedural Reviews. The BLM Washington Office will 
participate in a significant number of field initiated procedural reviews in FY 1990 to 
ensure that assessments and penalties are being applied consistently and appropriately. 


(continued next page) 
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B. Policy and Guidance to Field Offices (Continued) 
Issue: Environmental Compliance (Continued) 
Actions Taken (continued) 


As discussed under the program description, BLM already has substantial authority 
and provisions to levy assessments and penalties for violations. However, BLM has 
initiated a study to determine whether the imposition of immediate monetary assess- 
ments in certain additional circumstances would significantly increase the level of 
compliance with regard to less serious violations. It is the policy of this Administra- 
tion to strictly enforce provisions intended to address continued non-compliance. 
BLM will make a determination of whether or not additional immediate assessments 
are needed by the end of FY 1990 and rulemaking actions will be initiated as appro- 
priate. 
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B. Policy and Guidance to Field Offices (continued) 





The current inspection and enforcement strategy was issued in mid-1987 to ensure that 
the FOGRMA mandate to inspect at least annually all lease sites with significant pro- 
duction and those with a history of non-compliance could be met, as well as BLM's 
other inspection responsibilities. The inspection priorities, which apply equally to 
Federal and Indian lands, and procedures required in the strategy especially for pro- 
duction accountability have been implemented for approximately a year and a half. 


The number of inspectors is limited and the allocation of finite resources must be 
based on the above system of priorities which utilizes risk of loss as the primary crite- 
rion. The risk of major loss to the Federal Government is, however, very different as a 
matter of scale than the amount of loss which would be major to a tribe or allottee. 
For example, the impact of a few hundered dollars in unpaid royalty is much greater to 
an individual allottee's income, or even a Tribe's, than on the Federal government. 
Therefore, while the existing inspector force and strategy are effective in meeting the 
mandates of FOGRMA and BLM's overall inspection and enforcement responsibili- 
ties, the priorities do not address the scale of risk specific to the Indians. 





BLM currently has a task force working to revise its inspection and enforcement strat- 
egy. The Director will make a decision on implementation of task force recommenda- 
tions by March 15, 1990. The proposed revisions to the strategy are expected to in- 
clude: 


¢ Requirement for BLM inspectors to witness purchaser measurement actions. 
¢ Additional requirements for BLM inspectors to review measurement and meter 
testing reports. 
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B. Policy and Guidance to Field Offices (continued) 


¢ Modifying the non-compliance history criterion for high priority leases to ensure 
concentration of resources on real problem operators. 

¢ Increasing the frequency of inspections on Indian lands. 

¢ Adjusting as necessary the staffing and resources needed to accomplish BLM's in- 
spection and enforcement goal. 

¢ Adopting requirements to ensure balanced inspection accomplishments, including 
drilling, production and abandonment. 
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C. Internal Controls 





The lack of Washington Office inspection and enforcement program oversight and 
guidance has resulted in inadequate program implemention at the field level and the 
lack of consistent program implementation has led to confusion over actual compli- 
ance requirements. 





The Washington Office will enhance its participation in State level program reviews 
and increase and diversify the actual number of program reviews it conducts on a 
yearly basis. Additional technical guidance and support to field offices from the 
Washington office in the form of manual and handbook releases, instruction memo- 
randa and training through the Phoenix Training Center and industry conducted 
courses will be provided. Program reviews conducted by individual state offices 
cover those aspects thought to be the weakest at the particular office. These reviews 
tend to be specific whereas the Washington office reviews are of a more general na- 
ture. Washington staff participation ensures consistent treatment of problems across 
all states. The Fiscal Year 1990 budget incorporates sufficient funds to allow Wash- 
ington Office staff assistance to a significant number of states for conducting technical 
program reviews. This should ensure consistent program implementation at all 
organizational levels; decrease industry confusion; and enhance BLM field expertise. 
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C. Internal Controls (Continued) 





The lack of technical expertise of management and supervisors has caused variations 
in the implementation of the inspection and enforcement programs by individual 
States. 





Since Onshore Orders 3, 4, and 5 were-published final in the Federal Register in Feb- 
ruary 1989, the Washington Office has participated in field office meetings with in- 
spection personnel in Colorado, New Mexico, Utah, and Wyoming to explain the new 
requirements of the Orders and ensure field office understanding and consistent appli- 
cation. BLM is also continuing the instruction of inspection and enforcement and 
associated courses at the Phoenix Training Center, including, as examples, Courses 
3000-18 Production Inspections, 3000-17 Drilling Inspections, and developing new 
courses on operational approvals and inspection and enforcement for management 
personnel in order to ensure consistent presentation of nationwide policy. Technical 
supervisory personnel and line managers needing additional inspection and enforce- 
ment training will be identified and scheduled for appropriate training by October 1, 
1990. There are 127 targeted trainees including line managers and technical supervi- 
SOrs. 


In addition, the BLM has or will initiate the following which further addresses these 
weaknesses: 


*The BLM has scheduled an Internal Control Review for the Inspection and Enforce- 
ment Program on Indian Lands to be completed by July 1991. 

*BLM will issue manual and handbook guidance for published Onshore Oil and Gas 
Orders. Outstanding manuals and handbooks for existing Orders will be issued within 
one year of completion of the Orders. 
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D. Coordination With Other Agencies 





BLM has identified the need to improve BLM/MMS interagency responsiveness, co- 
ordination and information sharing. 





BLM, MMS and BIA approved an interagency Memorandum of Understanding 
(MOU) on December 19, 1988. The MOU was developed for "the purpose of achiev- 
ing common standards and methods for creating a smooth working relationship be- 
tween the Bureaus and for achieving the common goal of improved minerals ac- 
countability on Federal and Indian leases." The MOU clarifies the division of respon- 
sibilities between the Bureaus and provides for information exchange and mutual re- 
view of regulations and other policy documents. A steering committee comprised of 
high level management representatives from each agency meets on a regular basis to 
discuss and resolve issues of mutual concern and interest and to recommend modifica- 
tions of the MOU to increase the effectiveness of interagency coordination. 


BLM plans to establish a high level position located at the MMS office in Denver to 
coordinate immediate interagency actions regarding suspected fraudulent reporting 
and measurement and coordinate expeditious follow-up on other production accounta- 
bility discrepancies identified by either agency, particularly those affecting Indian 
interests. This position is expected to be established by the end of the fiscal year. 
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D. Coordination with Other Agencies (continued) 





BLM has identified the need to improve Indian lessor understanding of oil and gas 
operations to increase awareness of potential incidences of theft, improve accuracy of 
theft reporting and increase cooperation with lessors in identifying potential theft 
problems. 





BLM is working with the MMS and BIA through the steering committee to establish a 
coordinated outreach program to Indian tribes and allottees on oil and gas operations 
to provide them with a better understanding of potential theft. This proposal was ad- 
dressed at the August 16, 1989 Steering Committee meeting. The agencies agreed that 
BLM should expand upon and participate in the existing MMS outreach program 
which is specific to royalty accounting. BLM has assigned a field manager to work 
with MMS on this joint initiative. The outreach program should result in more accu- 
rate identification of suspected theft, improve dialogue and cooperation with Indian 
lessors and provide another layer of monitoring in the field. BLM's efforts to notify 
tribes and allottees of BLM contacts for theft reporting were discussed earlier in this 
document. 
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E. Coordination with Industry 





In reviewing site security aspects of the inspection and enforcement program in light 
of specific concerns of the Committee, BLM recognized the need to improve coopera- 
tion and coordination with industry security personnel to improve implementation of 
site security requirements and standards on Federally supervised leases. 





BLM initiated meetings with the Rocky Mountain Oil and Gas Association (RMOGA) 
in July 1989, with the Petroleum Industry Security Council in August, with RMOGA 
and industry security representatives in September 1989, and with the American Petro- 
leum Institute in October 1989, to enhance cooperation on leasehold security and 
solicit ideas from producers on improving the security of production operations. 
Agreement was reached on the following cooperative actions: 


¢ BLM will evaluate and distribute agency-wide if appropriate the Petroleum Industry 
Security Council's (PISC) training film and courses on oil field theft for use in the 
training of BLM oil and gas inspectors and law enforcement special agents. 


¢ BLM is making personnel available to instruct sessions on regulations at industry 
and trade organization training sessions. 


¢ The PISC will make space available in its newsletter for BLM articles on regula- 
tions, orders, site security and theft reporting. 


¢ The Education Committee of API will review BLM's proposal for certification of 


pumper/transporter training courses. BLM attended API's annual meeting in October 
to discuss the proposal. 
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Transfer all Indian royalty distribution responsibilities of the Bureau of Indian Affairs 
(BIA) and all Indian lease inspection responsibilities of the Bureau of Land Manage- 
ment (BLM) to the Minerals Management Service (MMS), thus consolidating the 
management of all Indian mineral resources and related royalties into one agency. 





The general concept of consolidating certain Indian responsibility functions has merit. 
Since MMS already has the responsibility for Federal royalty distribution, transferring 
the responsibility for Indian royalty distribution to MMS may warrant consideration. 


However, with regard to inspection responsibilities, BLM is concerned that the Com- 
mittee recommendation does not take into account the critical fact that oil and gas op- 
erations permit approvals, reservoir management functions and inspection and en- 
forcement are highly integrated and interdependent functions. BLM approves all 
Indian oil and gas operations, and provides technical advice on proposed development 
agreements. Petroleum engineers, who process the approvals, and monitor for protec- 
tion of Indian oil and gas reservoirs, and inspectors, who inspect for approval compli- 
ance, must routinely interface and work closely together for an effective program. 
Adoption of the Senate recommendation would split these functions between two 
agencies. If approvals and inspections are split, the necessary interagency coordina- 
tion required would be complicated and the critical daily interface between inspectors 
and engineers would be lost. Logistically, two complete sets of well and lease records 
would need to be maintained by the agencies. Numerous correspondence copies 
would need to be sent between offices to maintain complete records, a factor which 
often leads to incomplete information even under the best circumstances. 


In addition, as described earlier in the report, the inspection function goes well beyond 
production accountability and includes drilling, abandonment and environmental in- 
spections. Where Indian and Federal leases occur within the same area, two sets of 
inspectors from different agencies would be working the same area under this pro- 
posal. 


With the above management considerations taken into account, BLM cannot support 
this recommendation. 
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Mandate that all run tickets issued by purchasers of crude oil produced on Indian and 
Federal lands contain certain minimum information, including the quantity and quality 
of oil purchased and identification of the personnel and vehicles involved in removing 
the oil. Each run ticket must be certified as true and full by an officer of the corpora- 
tion purchasing the crude oil. Similar certifications will be required for meter charts 
issued by purchasers of natural gas. Federal criminal laws will set penalties for any 
forgeries or false statements made by any party on the run ticket, meter chart, or re- 
lated papers, failures by the purchasing company to leave a copy of the run ticket, 
meter chart, or related papers at the lease or facility from which the oil or gas is re- 
moved or with the operator of the lease facility, and failures to maintain run tickets 
and meter charts. 





BLM agrees that requiring corporate officer certification of run tickets could help to 
ensure the accuracy of those documents by placing a direct responsibility on purchaser 
management for the actions of its field employees. In addition, the criminal penalties 
proposed would discourage purchasers from fraudulent measurement or reporting. 
However, the administrative burden to comply with this recommendation would be 
considerable. Approximately 200,000 run tickets for sales of Federal oil and 50,000 
run tickets for Indian oil are completed each year by purchasers. In addition, approxi- 
mately 677,000 gas charts for Federal gas production and 43,000 charts for Indian gas 
production are generated each year. 


BLM believes that a more effective method of assuring the accuracy of purchaser 
measurement and of discouraging fraud is to place more responsibility on the operator 
for verification of the purchaser's measurement. This would more fully address the 
concer of the Committee that purchasers often obtain oil in the oil fields without the 
producer being present to verify the measurement of the oil. Since the producer owns 
three-fourths to seven-eighths of the oil, it has the greatest incentive to ensure that oil 
or gas sold is accurately measured and reported. The Committee has indicated that the 
existing honor system is no longer acceptable. BLM is working to propose rulemak- 
ing changes which will place greater responsibility for independent check of purchaser 
measurement and reporting on the producer with those efforts checked through BLM's 
inspection and enforcement program. 
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Mandate that all purchasers of Indian or Federal crude oil or natural gas submit an 
annual report providing detailed information as to the “short” and “long” figures 
reported to such purchaser by its gaugers, employees or other representatives charged 
with receiving crude oil or natural gas from pipelines or wells located on Indian or 
Federal leases. The report will be certified as true, subject to Federal criminal laws, 
by an officer of the purchaser and will be submitted to MMS, the new agency respon- 
sible for inspecting Indian leases. 





The Committee has highlighted a generally accepted practice in the oil industry to 
tolerate variations within limits in measurement of production which results in the 

“ overages” and “shortages” in production accountability. While the Senate investiga- 
tion pointed out that for many companies, those figures most often roughly even out, 
there is the potential for abuse of the practice of purchasers often measuring sales 
quantities without a check by the producer, if not the government. BLM agrees that 
this situation must be rectified to the extent practical. However, BLM does not be- 
lieve that submission and review of the short/long reports is the best way to address 
the problem. This proposal would require significant increased costs to DOI for estab- 
lishing a new area of report review responsibilities. Considerable additional record 
keeping would be costly. In addition, tracing overages/underages to specific leases 
and wells would be difficult. 


BLM believes that proposals currently under review by BLM to have the producer 
witness sales of his/her production, to have BLM compare a significant number of 
those records with reported production, and to spotcheck producer/purchaser measure- 
ment actions should, if adopted, prevent significant overages and shortages from 
occurring. 
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Mandate that MMS, the new Department of the Interior agency responsible for in- 
specting Indian leases, periodically inspect meters relating to oil and gas production 
on Indian lands, and issue mandatory penalties to any purchaser whose meters are 
defective or do not meet minimum standards. 





BLM agrees that periodic inspections of meters is an important part of ensuring the 
accountability of gas production. BLM already does frequent and routine inspections 
of Tribal and Allottee oil and gas operations. Approximately, 14 percent of BLM’s 
annual inspections are done on these lands, covering more than 75 percent of Indian 
oil production and more than 40 percent of Indian gas production each year. 
Additionally, the BLM has recently issued Oil and Gas Onshore Orders Nos. 4, Oil 
Measurement, and 5, Gas Measurement, that establish standards, corrective actions 
and correction timeframes for oil and gas production meters. The BLM already has a 
penalty system for failure to correct meter deficiencies. 
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Mandate that the Federal Bureau of Investigation (FBI) and MMS, the new Depart- 
ment of the Interior (DOI) agency responsible for inspecting Indian leases, create a 
joint working group to increase the flow of theft information between the two agen- 
cies. The FBI will also provide training seminars for DOI personnel involved with 
on-site inspection or investigations of natural resource theft. 





Criminal investigative authority on Indian lands and the inspection and enforcement 
functions currently reside with a single agency. BLM agrees that it is important to 
coordinate and work with the FBI, local law enforcment agencies and industry trade 
organizations dedicated to oilfield security. This cooperative effort will maximize 
information sharing and facilitiate cross training. BLM has recently shared its new 
oilfield theft reporting format with the FBI to obtain its views and comments and 
invited the FBI to discuss its future working relationship with BLM. In addition, the 
BLM has also met with the Petroleum Industry Security Council regarding available 
training programs on oil field theft. The BLM is currently evaluating those available 
training courses for widespread use within the BLM. 


The BLM believes that retaining the inspection and law enforcement functions within 
a single agency is the most effective and efficient way to protect the Indians’ interests. 
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Amend the Federal Oil and Gas Royalty Management Act (FOGRMA) to eliminate 
the cure period for civil penalties and to clarify that civil penalties can be issued for, 
among other things, underpayment of royalties, whether intentional or otherwise, and 


failure of parties to provide records to MMS within a reasonable time period after 
MMS demands them. 





Substantial immediate enforcement tools are already in effect for BLM enforcement 
responsibilites. These responsibilities do not include enforcement for underpayment 
of royalties, which is an MMS responsibility. BLM's immediate enforcement tools in- 
clude immediate monetary assessments for specific violations which are of a serious 
nature such as drilling without well control equipment. Those tools also include im- 
mediate shut-in of operations where those operations could result in immediate, sub- 
stantial, and adverse impacts on the environment, public health and safety, production 
accountability, or royalty income. In addition, current regulation provides for signifi- 
cant civil penalties for any person who knowingly and willingly prepares or submits 
false, inaccurate, or misleading reports; takes, removes, transports, uses or diverts oil 
or gas without valid legal authority; or purchases, accepts or conveys any oil or gas 
known or suspected to be stolen. 


For violations of a less serious nature, BLM believes that in most cases establishment 
of an abatement period is a successful tool for obtaining compliance. However, BLM 
recognizes that there may be additional instances where immediate assessments or 
penalties would improve enforcement effectiveness. It is the policy of this Admini- 
stration to vigorously enforce measures targeted at habitual offenders. Therefore, 
BLM is working to evaluate the need for any such additional immediate assessments 
or penalties. 
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Amend FOGRMA to allow MMS the power to cancel under certain conditions Indian 
and Federal leases if lessees violate lease provisions and such violations lead to roy- 
alty underpayment. 





BLM agrees that lease cancellation is an important enforcement tool. Existing oil and 
gas lease terms and conditions provide lessee liability for royalty underpayment. The 
“default” provision contained in the lease allows lease cancellation if the lessee fails 
to comply with any provision of the lease. Therefore, authority exists to cancel leases 
for lease violations that lead to royalty underpayment. 


For one agency to issue leases and approve operations, and another to inspect and 
cancel leases would cause significant administrative and technical coordination prob- 
lems. Lease cancellation could occur without consideration of environmental impacts 
of ongoing operations since MMS does not have onshore environmental protection 
responsibility. Lease cancellation by MMS may also not take into account adequate 
reservoir development considerations and resource conservation practices, also on- 
shore responsibilities of BLM. BLM believes it would be prudent to leave current 
lease cancellation responsibilities with BLM and enhance MMS/BLM agency coordi- 
nation through the use of the BLM/MMS/BIA Interagency Coordination Committee. 
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Amend FOGRMA to allow rewards for information leading to recovery of royalty and 
other payments on tribal, allottee and Federal leases. 





BLM agrees that such a reward system may increase identification of potential prob- 
lems and the resulting recovery of lost royalties due. 


Recommendations 9-10 


These recommenations are not pertinent to BLM's areas of reponsibility. 
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Provide MMS authority to issue penalties, cancel leases under certain conditions, 
provide rewards, and enter into cooperative agreements relative to non-oil and gas 
tribal, allottee, and Federal leases. 





BLM agrees that if the previous recommendations are implemented, adoption of this 
recommendation would provide for consistent administration of all Indian and Federal 
oil and gas and non-oil and gas leases. However, BLM's comments on Recommenda- 
tions 1,6, and 7 would still apply to this recommendation. With these considerations, 
BLM does not support this recommendation. 
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